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N ineteen seventy-eight was a good year for the
Montana economy. After four years of decline,
farm income began to recover. The demand for
most of Montana's nonfarm export products was
strong—especially wood products, but also coal,
aluminum, and petroleum products. Employment
was high and per capita income increased even
after taking inflation into account.
Of course, not everyone shared in this general
prosperity. Unemployment was reported at
something over 6 percent. The Butte-Anaconda
area continued to feel the effects of a depressed
copper market. It was too soon for some businesses
serving farmers and ranchers to benefit from the
higher farm prices. And increasing competition
appears to have created difficulties for individual
retailers in some communities.
But overall, the Montana economy was looking
good in 1978—better than a year ago. As a matter of
fact, in spite of a major recession and sharp declines
in farm income, Montana's record in the seventies
apparently is going to be better than most of us had
anticipated. Both the national and state economies
face some big problems, but I am more optimistic
about Montana's outlook than I was a year ago.

The seventies
Table 1 compares the 1970s to the 1960s. During the
1960s, Montanans enjoyed substantial gains in per
capita income, but the size of the population
changed very little. After all the moving in and out
of the state was accounted for, we lost 58,000
residents through net out-migration. Many of these
people were looking for economic opportunity
elsewhere.
Since 1970, per capita incomes have increased
somewhat faster than in the sixties, at 2.9 percent
per year. Population is growing much faster, at
about 1.8 percent per year. The population flow has
reversed itself, with Montana experiencing an
estimated net influx of around 30,000 people
during the past eight years. There is room for error
in that figure; population movement is difficult to
measure. But the state has moved from a net loss to
a net gain situation, and for the first time in many
years the economy has been able to provide jobs
and growing incomes for a growing population.
5

Table 1
Changes in Per Capita Incom e, P opulation, and
N um ber o f Households, I960 to 1978
1960-1970

1970-1978

Pe r c a p i t a in c o me
IN 1972 DOLLARS

2.6

2.9

Po p u l a t io n

0.5

1 .8

Nu mb e r o f h o u s e h o l d s

0.7

2.9

-58/000

+30/000

Av e r a g e a n n u a l r a t e o f
in c r e a s e (X ):

Ne t m i g r a t i o n o f p o p u l a t io n

So u r c e s : Ba s e d o n d a t a f r o m t h e D .S . De p a r t me n t o f Co mme r c e /
Bu r e a u o f Ec o n o mic An a l y s i s a n d Bu r e a u o f t h e Ce n s u s . 1978
PER CAPITA INCOME ESTIMATED BY BUREAU OF BUSINESS AND ECONOMIC
Re s e a r c h .
No t e : Do l l a r f ig u r e s d e f l a t e d b y i m p l i c i t p r i c e d e f l a t o r f o r
GROSS NATIONAL PRODUCT/ PERSONAL CONSUMPTION EXPENDITURES.

There has been another important development
during the seventies, related to population and to
the high birth rates of the fifties and early sixties.
That is the tremendous growth in number of
households. Changes in the number of households
are far more significant for many businesses—such
as housing, furniture and appliances, and con
sumer credit—than changes in population. During
the sixties the number of households increased
modestly. In the seventies, as those postwar babies
grew up and moved out of the family home, the
number of households exploded. We had ap
proximately 56,000 more households in Montana in
1978 than in 1970.

Figure 1
Percent Change in Total Population
1970-1978

Source: U.S. Department of Commerce, Bureau of the
Census.
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These changes are not unique to Montana. There
is a great shift in population taking place in the
United States, from the North and East to the South
and the West, and there is a great increase in the
number of households throughout the country. Per
capita incomes have grown rather rapidly
everywhere. Since 1970, the Northern Rocky
Mountain region (Montana, Idaho, Wyoming,
Colorado, and Utah) has experienced the fastest
population and household growth of any region in
the country. Per capita income in the region has
grown faster than in most areas except the
Southwest and the Far West.
Those who aren't keen on population growth will
be pleased to note that Montana's increase is
substantially less than for the Rocky Mountain
Figure 2
Percent Change in N um ber o f Households
1970-1978

Source: U.S. Department of Commerce, Bureau of the
Census.

region as a whole (figure 1). While our numbers
were increasing 13 percent, regional population
was growing by 20 percent—both well above the
national figure of 7 percent. While the number of
households was growing by 26 percent in Montana,
it was increasing by a whopping 35 percent in the
region, and just 20 percent in the U.S. (figure 2).
Unfortunately, per capita income also has in
creased less in Montana than in the region,
although it has almost kept up with national growth
since 1970 (figure 3). But our per capita income still
compares unfavorably with other areas. In 1977,
average income per Montanan was equal to only 87
percent of the national average and 92 percent of
average income in the Rocky Mountain region.
Now per capita income doesn't measure
anything but money income—nothing about the
overall quality of life or about how income is
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distributed among families. But it does provide a
useful and proper comparison with other areas.
And I think the fact that our per capita income is
substantially lower than the national average is
significant. That significance will become even
more obvious in the next few months, as we watch
our state legislators attempt to provide funds for
the public services we demand and still keep taxes
down to an acceptable level. Surely this would be a
somewhat easier task if our average incomes were
higher.
Still, most of the state economic news is
reasonably good. And since it's not often that an
economist brings good news, let's look at the
reasons behind this change in Montana's economic
Figure 3
Percent Change in Real Per Capita Income
1970-1978

Sources: 1970, U.S. Department of Commerce, Bureau of
Economic Analysis; 1978, estimated by Bureau of Business
and Economic Research.
Note: Deflated by implicit price deflator for gross
national product, personal consumption expenditures.

posture and then see what the chances are that it
may continue.
Earnings and employment

Figure 4
Total Personal Income and Components in
Constant 1972 Dollars, 1970-1978

Sources: 1970-1977, U.S. Department of Commerce,
Bureau of Economic Analysis; 1978, estimated by Bureau
of Business and Economic Research.
Note: Deflated by implicit price deflator for gross
national product, personal consumption expenditures.

published by Business Week magazine. They also
will differ from the official figures from the U.S.
Department of Commerce, which will come out
next April, but I'm confident the differences won't
be large enough to change the story of what
happened last year in Montana.
The big bulge in income and earnings in 1973
reflects the unusually high farm income that year.
The sharp drop in farm income after 1973 and the
national recession kept the increase in total
earnings between 1972 and 1976 to only 5 percent.
Property income and transfer payments helped
maintain total income. The record between 1970
and 1976 provided little to be optimistic about.
The last two years—1977 and 1978—have seen a
real turnaround. Earnings have increased rapidly,
and so has property income. The result has been a
significant growth in total personal income in
Montana between 1976 and 1978.

Personal income comes from three major
sources—from participation in the labor force,
from property, and from transfer payments.
Earnings from participation in the labor force
account for about 70 percent of total personal
income in the state. Property income (rent,
dividends, and interest) and transfer payments
(social security, unemployment insurance, welfare,
etc.) together provide the other 30 percent.
Figure 4 provides a bird's-eye view of changes in
total personal income during the 1970s. The 1978
figures are my estimates. They are a little higher
than the projections done by Chase Econometrics,
and they are considerably lower than the figures
M O N T A N A BUSINESS QUARTERLY/Spring 1979

7

Figure 5
Total Earnings and Components in Constant
1972 Dollars, 1970-1978

Sources: 1970-1977, U.S. Department of Commerce,
Bureau of Economic Analysis; 1978, Estimated by Bureau
of Business and Economic Research.
Note: Deflated by implicit price deflator for gross
national product, personal consumption expenditures.

Whether or not this growth continues depends
mostly upon what happens to the earnings of those
of us who are at work in Montana. Earnings (labor
and proprietors' income) includes both wages and
salaries and proprietors' income—income from
unincorporated businesses. Figure 5 shows what
has happened to earnings since 1970. Again, the
1978 figures are my estimates.
The two bottom lines represent Montana's basic
or export industries—those which produce goods
and services for sale outside the state. Farm income
and nonfarm basic earnings have been separated in
order to provide a better look at nonfarm earnings.
Included in the nonfarm export group are mining,
manufacturing, heavy construction, railroads, and
the federal government. Earnings changed very
little in these industries between 1970 and 1976.
Since 1976, they have experienced an impressive
growth, amounting to around 120 million constant
1972 dollars (table 2). All of the nonfarm export
industries have contributed to this expansion, but
manufacturing and mining have been especially
important. Almost two-thirds of the increase in
manufacturing earnings (33 million 1972 dollars)
occurred in the forest industries—wood products
and paper. It appears to be the result of higher
hourly earnings, longer hours per week, and a
larger work force. All of western Montana and
8

especially Missoula has benefited from this growth.
The state's mining industries also have con
tributed to the overall expansion. Earnings in metal
mining continued to decline, as they have since
1974, but the coal and oil and gas industries show
substantial increases in relation to their size. This is
one positive way that Montana feels the effects of
the energy crunch. The emphasis on the energy
industries has been good for Billings and eastern
Montana.
Heavy construction and railroads showed small
gains. The large increase given here for the federal
government is somewhat misleading; the 1976
payroll was unusually low. Actually, the increase in
federal payrolls in Montana over most recent years
has been quite small.
A growth in earnings in basic or export industries
is believed to create expansion in the derivative
industries—those activities serving the local pop
ulation, industries such as trade, services, finance,
utilities, and state and local government. And that is
exactly what happened; earnings in derivative
industries have grown rapidly, declining briefly in
1974 during the recession, and then taking off again
in 1976 (figure 5). Wholesale trade has had the
fastest percentage increase among derivative
industries and has contributed a good share of the
new dollars. It's encouraging to see Montana
businesses taking over functions that once were
performed out of state.
One might think that the very sharp decline in
farm income would have had more effect on
derivative earnings and on total earnings than
figure 5 shows. The reason is that changes in cash
Table 2
Components of Basic Nonfarm Earnings
in Constant 1972 Dollars, 1976 and 1978
21

Do l l a r s )
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receipts from farm marketings have more effect on
the economy than changes in net farm income.
Farmers spend most of their receipts locally, for
farm production or family living. Cash receipts
fluctuate a great deal, but not as much as net
income, which is affected by such things as changes
in production costs and inventory value.
I've been discussing the economy in terms of
income and earnings because those figures are the
best measure of economic change. Now let's
translate all this into employment. We had ap
proximately 339,000 persons at work in the state in
1978 (table 3). That means we have created some
76,000 new jobs in seven years; 27,000 of them have
been added since 1976.
We have more part-time workers than we used to
have—about 29 percent of the total; that's why
employment figures can be misleading. And the
proportion of women workers continues to
increase, currently accounting for about 37 percent
of the total.
So we've had a very good two years in Montana in
1977 and 1978. We pulled out of the recession; we
experienced significant growth in wood products
and in coal and petroleum; and farm income began
to improve in 1978—all of this in response to
growing national and world demand for our
products. Industries serving the local population
expanded rapidly in response to increased export
income and to a growing number of households.
The question is, will this growth continue? What
about 1979 and the next few years? To a con
siderable extent, of course, that depends upon
what happens to the U.S. economy.

The national outlook

Table 3
Total Civilian Employment
1970 and 1978

1978

339,000

1970

263,000
76,000

I n c r eas e

So u r c e :

Mo n t a n a De p a r t me n t o f L a b o r a n d I n d u s t r y , Emp l o y me n t

Se c u r i t y Di v i s i o n .
No t e :

1978

f ig u r e

is

p r e l im in a r y

.

less pressure on the job market. That means
unemployment should decline. And the more
optimistic forecasters also see some hopeful
political developments, including a greater
recognition of the importance of business invest
ment and a trend toward fiscal conservatism, which
may help slow inflation. The following discussion
assumes that the inflation rate begins to decline
slowly during the next few years.
Given this very sketchy framework with respect
to the national setting, let's look at our Montana
industries to see how they may fare this year and
during the early eighties.

The outlook for Montana’s industries
The forest industries

Perhaps the most ominous prediction for 1979 for
Montana—especially western Montana—is the
projected decline in housing starts in the United
States. The housing industry produced over 2
million new housing units last year, in the face of

The American economy has some problems—
notably those having to do with inflation and
energy—but it also has some strengths. The current
consensus seems to be that we may experience a
downturn sometime during the latter part of 1979.
The new recession is expected to be short and mild;
most analysts still see a small increase in gross
national product this year—around 1 or 2 percent
after adjustment for inflation.
Beyond 1979, national observers point to some
hopeful signs for the 1980s. Among them is a
continued increase in the number of households,
at least till the mid-eighties, which will keep the
potential demand for housing and other consumer
goods high. At the same time, the number of new
workers entering the labor force (especially young
people and women) may begin to fall off, putting
M O N T A N A BUSINESS QUARTERLY/Spring 1979

9

rising building costs and interest rates. A strong
secondary mortgage market and the new savings
certificates tied to Treasury bill rates have kept
mortgage funds generally available. As a result, the
Montana wood products industry operated in high
gear in 1978 and contributed substantially to the
general prosperity of western Montana.
This year a combination of reduced availability of
mortgage funds, plus some consumer resistance to
housing prices and high interest rates, plus usury
ceilings in certain states, is almost sure to bring a
decline in homebuilding. Most experts anticipate
1.6 to 1.7 million new houses and apartments this
year, compared to the 2 million plus in 1978; they
assume that building will begin to pick up again
sometime in 1980. A housing decline is always bad
news for western Montana, but this projection has
little resemblance to the drastic drop which
occurred during the last recession—from 2.4

going. We don't yet know what the effect of RARE II
will be, and there are other challenges to the supply
of public timber coming along. Perhaps the best we
can hope for is that enough timber will be available
to keep production near 1977 and 1978 levels over
the next few years. Some sawmills in areas of scarce
timber supply still may go out of business for lack of
raw materials.
In mid-1980, the addition to Hoerner Waldorf's
Missoula pulp and paper mill should be completed.
That will add about 150 well-paying jobs and
provide quite a boost to the Missoula area.
With the paper mill addition, all of the mill
residues (the waste from sawmills and plywood
plants) in western Montana will pretty well be
committed. With tight timber supplies and close to
100 percent utilization of mill residues, any future
expansion in the forest industries in western
Montana will be dependent upon materials now
considered to be nonmerchantable, such as
residue from logging operations.
The forest industries will continue to be the
backbone of the western Montana economy. They
may experience a slight decline this year and,
except for the increase at the pulp and paper mill,
future increases in earnings are likely to be tied to
increased productivity rather than growth in
employment.
O ther manufacturing

million to 1.2 million units over a three-year period.
If the projection is correct, we should see only a
modest decline in wood products activity this year.
The forest industries will always have their ups
and downs, but over the longer run the outlook is
for a continued high demand for wood products. If
we are going to provide housing for the new
households being established, plus replacements,
the United States is going to need an average of
about 2 million houses and apartments per year
between now and the mid-eighties. The key to
maintaining demand will be to keep housing
affordable. That seems like a big “ if” when the
average price of a new home in the United States is
now over $61,000, but a good many families
continue to find ways to buy new homes.
Since the heavy demand for wood products is
likely to continue, the question is whether timber
will be available to keep existing Montana mills
10

Other major manufacturing activities in Montana
include primary metals, food products, and oil
refining. In combination they provide almost as
much income as the forest industries. Among them,
only primary metals appears to have much
possibility of increased employment and earnings,
and that only with the recovery of the copper
industry. Oil refining activity is dependent upon an
alternate supply of crude after the Canadian
shipments stop. That is now scheduled for 1981.
Mining

Now let's look at prospects for our mining
industries. Employment and earnings in metal
mining stopped declining last year and there is
some indication that the industry may be beginning
to turn around. Copper prices have been in
creasing recently, apparently reflecting some
progress in reducing the oversupply of that metal. It
may be sometime before Montana output begins to
increase, but the decline may be over. That would
be good news for the Butte-Anaconda area.
For years we have heard talk of new mining
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developments in western Montana. Now, there is a
proposed new underground copper and silver
mine and ore processing facility in the Troy area,
which would employ over 300 people. It could
begin operation in 1981 or 1982, if it is not held up in
court.
Coal production in Montana was about the same
in 1978 as in 1977 (27 million tons). Output should
increase this year, to around 30 million tons, with
a small increase in employment.
The outlook for coal for the early 1980s depends
largely upon what happens to electrical generating
capacity in Montana and the Midwest, and upon oil
prices, severance tax developments, environmen
tal requirements, and railroad rates. Colstrip 3 and 4
would require up to 6 million tons per year if they
are built. There are additional mining proposals in
existence that could add another 28 million tons to
production between now and 1985.
This means that coal production in 1985 could
amount to between 50 and 60 million tons. An
increase in that range—20 to 30 million tons—
would result in another 700 to 1,000 very highpaying jobs and a significant increase in total
earnings in the industry.
The search for new petroleum and gas reserves
has created at least a mini-boom in parts of eastern
Montana. Earnings in this industry in 1978 were
three times what they were in 1970, after adjust
ment for inflation. The increase has come in
exploration; production of crude oil has declined.
Future activity will be determined largely by
government policies with respect to prices, leasing,
environmental standards, and taxes. At year end,
employment in the oil and gas industries was at
about 3,000. It may reach 3,500 to 4,000 in the early
1980s, according to the Energy Division of the
Montana Department of Natural Resources.
When we look at mining activity as a whole, then,
the outlook seems reasonably promising. There
should be some small increases this year, and over
the next few years we may see further substantial
gains in the earnings of workers in this export
industry.
Other nonfarm basic industries

There are three other nonfarm basic industries:
heavy construction, railroads, and the federal
government. None of them is apt to show
significant increases this year.
There are several possible developments which
could give heavy construction a boost over the next
few years: the construction of Colstrip 3 and 4, a
M O N T A N A BUSINESS QUARTERLY/Spring 1979

speedup of the interstate highway program, and
construction of the Northern Tier Pipeline. None of
these is a sure thing at this time. Railroad
employment may decline by several hundred jobs
if the Milwaukee railroad phases out some of its
operations, and the proposal to curtail Amtrak
service in Montana could further reduce employ
ment. If the Carter Administration means what it
says, the Federal Government will not be a growth
activity for at least another few years. This means
that growth in the basic nonfarm industries will
continue to be dependent largely upon increases in
manufacturing and mining.
Agriculture

The other major component of basic economic
activity in Montana, of course, is agriculture.
Agricultural data are notoriously bad. We know we
had a dramatic decline in farm income between

1973 and 1977, but we really can't measure it
accurately. We know farm income was up last year,
but we don't know how much. There are too many
individual producers involved, and it isn't easy for
statisticians to pry good information from them.
In my estimates of personal income I have
assumed a rather substantial increase in farm
income in 1978, compared to the very low figure
given for 1977. We have had a good increase in farm
prices, especially for cattle. Wheat prices are up
too, and production was 12 percent higher in 1978
than in 1977.
It's worth reminding ourselves how important
agriculture is to Montana. It usually provides about
one-third of our export income, although it fell
below that in 1977 and 1978. And it still employs a lot
of people—about 10 percent of the total state work
force. Many parts of the state are almost wholly
dependent on agriculture.
11

If we have a good crop year, the outlook for 1979
is for some further improvement in farm income.
Beef prices will keep rising. We've all heard talk of
$2.00 hamburger; if you're in business in Montana,
my advice is to grin and buy it. Wheat acreage is
expected to increase this year; prices may stay
about the same. O f course, production costs keep
going up. Nevertheless, farmers and ranchers as a
whole are in a far better position than they were a
year ago.
Dr. Richard McConnen of Montana State
University made some interesting comments about
the long-run outlook for agriculture in a recent
report for the governor. He says that during the
1980s agriculture has the potential to be a growth
industry in Montana. World demand for food will
continue to increase. If Montana agriculture can
retain its competitive position, it could greatly
increase its earnings and its contribution to the
state economy. Dr. McConnen points out that if
agriculture is to reach its potential here, Montana
grain yields must continue to increase, more land
must be irrigated, marketing and transportation
systems must be improved, and adequate credit
must be available.
Nobody knows for sure whether Montana
agriculture can achieve the potential he describes.
We all should hope that it does. It would be a great
thing for the state as well as for our rural residents.
In the meantime, we can expect farming and
ranching to provide some increased business
activity in 1979.

1979 and beyond
In spite of all the problems and the recession talk,
the outlook for Montana's basic industries this year
is reasonably good. Wood products is the biggest
question mark. We may see some decline there and
certainly we're not likely to see the growth of the
past two years repeated. Other nonfarm industries
should hold their own or increase their earnings a
bit, and farm receipts and net farm income also
should exceed last year.
Table 4 shows how I see earnings in the basic
industries shaping up this year. Like all projections,
they could be wrong. The figures are in constant
dollars and are based on the above evaluations.
They presume a 3 percent increase in total earnings
in basic industries.
Even this modest increase in basic earnings,
combined with the continued growth in number of
households, should keep earnings in the derivative
industries growing. These figures anticipate a 5
12

Table 4
Estimated Labor and Proprietors’
Income (Earnings) in Constant
1972 Dollars, 1978 and 1979
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percent increase in real earnings in derivative
industries. In order to be comparable to other
estimates, adjustments for social security de
ductions and income earned in Montana by out-ofstate residents are necessary. After that is done, my
analysis projects a real increase of 3 percent in total
earnings in 1979.
And when earnings, property income, and
transfer payment estimates are added together to
get total personal income, the result again is a 3
percent increase in constant dollars (table 5). That
would be quite a good performance, a little better
than what is anticipated for the national economy
this year.
Chase Econometric Associates also have
prepared a 1979 personal income projection. Their

Table 5
Estimated Total Personal Income in
Constant 1972 Dollars, 1978 and 1979
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estimate for 1979 is lower than mine, but so is their
1978 figure (table 6). The significant thing about
these projections is that they both foresee a modest
increase in total income this year. It's a much
smaller increase than we experienced in 1977 and
1978, but large enough to create some further
growth in the per capita income of Montana
residents, if population growth continues at recent
rates.
Table 6
Comparison o f Personal Income Projections
in Constant 1972 Dollars, 1978 and 1979
(Millions
1978

1972 Dollars)
Per cent
1979
Change

of

Ch a s e Ec o n o met r ic
As s o c ia t e s

3,W

3,587

4

Bu r e au o f Bu s in e s s a n d
Ec o n o mic Re s ea r c h

3,631

3,7*19

3

These forecasts of course do not mean that
increases in income will be shared equally by
everyone or by every part of Montana. Since most
increases in basic earnings are anticipated in the
energy industries and agriculture, eastern Montana
may fare somewhat better than western Montana
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this year. Some retailers may continue to find it
tough going in the more competitive areas. And in
every business and every city, individual cir
cumstances and managerial ability will make a
difference. Still, in most parts of the state, 1979
should provide a positive business environment.
Now, for just a moment let's look beyond 1979 at
the prospects for the early 1980s. Overall, I think we
may look forward to continued modest growth,
assuming some reasonably good years for
agriculture, adequate energy supplies for our
industries, further expansion in energy activities,
and at least a stable holding pattern in earnings in
the forest industries. We won't continue the rate of
growth we experienced between 1976 and 1978;
that was a period of catching up as well as of longer
term expansion. And there will always be the bad
times, the poor farm years, or the years of national
recession. No doubt per capita incomes will remain
below the national average, and no doubt
economists will still be pointing that out. But I think
we can assume that when 1985 arrives we may be
able to look back on the first half of the decade as a
period of continued moderate growth in employ
ment and income.
n
This presentation was written in early January, 1979, and the
statistics used reflect data available at that time.
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MONTANA BUSINESS AND GOVERNMENT
REGULATORY ACTIVITIES: AN ATTITUDE SURVEY

Between September 1 and November 15, 1978,
the Bureau o f Business and Economic Research of
the University o f Montana conducted a mail survey
o f small business operators throughout the state.
This survey investigated business persons' attitudes
toward, and experiences with, state and local
business regulations and agencies that affect the
formation o f new businesses and the expansion of
existing ones. The survey was designed to concen
trate on the attitudes, experiences, and regulations
affecting small business operators in the state and,
therefore, the sample excluded large firms, such as
utilities and wood products firms, which are subject
to a broader and often much more technical set of
regulations, such as utility siting and air and water
quality requirements.
The study was funded by the Governor's Office
of Commerce and Small Business Development.
This report is a summary o f the results of the survey.
Randle V. White is Research Associate,
Bureau of Business and Economic
Research, University of Montana,
Missoula.

T h e effect of governmental regulation on business
has become an increasingly popular subject in
recent months. Most of the discussion has been
aimed at documenting the rapid proliferation of
federal rules, regulations, and regulatory agencies
in the United States, and describing the adverse
effects on business and the costs to our society as a
whole. Although they have received less publicity,
state and local regulatory activities have also been
increasing dramatically in recent years. Concern
over the effects of these regulations also is
frequently voiced.

Randle V.
W hite

The objective of the survey was two-fold: first, to
measure the attitudes of small business operators in
the state toward state and local business regulations
and the agencies that administer them, and, sec
ond, to identify particular regulations, or areas of
regulation, with which the operators had ex
perienced definite problems. The business firms
asked to participate in the survey were selected at
random from the master list of employers main
tained by the Montana Employment Security
Division, Helena, Montana. Approximately onethird of the firms with reported employment in
Montana of 10 to 99 employees during the first
quarter of 1977 were initially selected for the
sample. Nonprofit organizations, out-of-state
firms, and branches of large national and inter
national corporations were eliminated as not
representing “ small business” in Montana. These
cuts reduced the original list of 1,138 firms to 962
sample firms.
The questionnaires were mailed to the sample
firms with a cover letter and return envelope in late
August, 1978. Press releases describing the survey
and requesting cooperation from business people
who received questionnaires were sent to the
chambers of commerce and newspapers in the
major cities in Montana. A followup mailing of a
duplicate questionnaire and cover note was made
to nonrespondents in mid-September.
Presumably, the questionnaires were directed to,
and answered by, an owner, manager, or other
qualified person in the firm. The completed
questionnaires represent their personal attitudes
and interpretations of experiences they en
countered during an expansion of the firm. The
Bureau of Business and Economic Research made
no verification of the facts, circumstances, or
applicability of particular regulations as described
in the questionnaires. Therefore, the reader should
interpret the results of this survey more as a
measure of opinions than an investigation of factual
experiences.
A total of 506 usable questionnaires was received
by November 15,1978—a response rate of nearly 53
percent. In addition, 15 questionnaires were
returned either because they were undeliverable,
the addressee was out of business, or the recipient
found it inapplicable.
A breakdown of the respondent firms, by
industry, revealed that two-thirds of the firms were
in the areas of wholesale/retail trade and services.
(Agricultural operations are not included in the
state unemployment program and therefore were
not part of the sample.) The industry distribution of
jL jL
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the sample compares closely with the industry
distribution of all non-farm firms in the state.
Current employment levels among the respon
dent firms varied substantially. The median-sized
firm employed 19 persons; that is, approximately
half of the firms employed less than 19 persons and
the other half, more than 19. Slightly more than 82
percent of the firms reported current employment
somewhere in the range of 10 to 99 employees, the
range initially selected to represent small business.
Between the time the sample firms reported their
employment (first quarter, 1977) and the date of our
survey (fall, 1978), some respondents apparently
had reduced their employment to less than 10,
Figure 1
Survey o f Attitudes Toward
State and Local Regulations

while others had expanded to 100 or more
employees.
To separate those firms with recent experiences
with business regulations and expansion, a series of
questions was asked concerning age of business,
recent expansion or attempted expansion,
problems incurred, and awareness of applicable
business regulations to aid in classifying and
analyzing the questionnaire information.
Figure 1 shows that 32 of the respondent firms
indicated they had begun operation since January
1,1976; they were categorized as “ new firms.” Of
the remaining firms participating, 240 indicated
they had expanded their business in some manner
since that date. These we classified as “ expanded
firms.” The remaining 234 firms form the “ non
expansion” group.
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Table 1 summarizes the action taken by the new
businesses to secure a building or facility for
operation of the business. Fifty-six percent of the
new firms purchased or rented an existing building
or office. Twenty-five percent reported remodel
ing or expanding an existing facility, and only 9
percent reported constructing a new building. The
remaining 10 percent took “ other action.” Firms
involved in expansion or new construction, of
course, are more likely to encounter government
regulations. Twenty-four of the new businesses
reported locating within an incorporated city
limits, and therefore were liable to city government
regulations.
Of the 474 firms in existence prior to January 1,
1976, 240 firms, or about 51 percent, reported that
they had expanded their operations or facilities in
some way since that date. Table 2 summarizes the
types of expansion the firms reported. Many firms
expanded in several ways and appropriately
checked all the types of expansion they experienc
ed. Therefore, the total number of responses in
table 2 totals more than 240. Forty-four percent of
the expanding firms indicated they expanded an
existing facility. Thirty-six percent mentioned
building a new facility. Twenty-nine percent added
a new operation or service, and 24 percent of
the firms established a branch-type operation or
office.
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The business expansions reported were located
in 38 of Montana's 56 counties. Over half of the
expansions were in Cascade, Gallatin, Lewis and
Clark, Missoula, and Yellowstone counties. One
hundred eighty-seven of the expanded firms, or
about 78 percent, indicated that their expansion
was located within an incorporated city limits.

6

1

2
1

2 3A2 49 C

6A2C:

C96A F A

6

A

B9: C

C96A

C6
6
21

06A46

C2 6
.

6C2:

6B
1

C 2
5

C

1

Due to the relatively small number of “ new
business” respondents, they have been combined
with those reporting recent expansion, and will
subsequently be referred to as the “ expansion
group,” or “ expansion firms.” Two hundred
seventy-two firms are included in this group. O f the
respondents included in the expansion group (i.e.,
those who had either established a new firm or
expanded an existing firm after January 1,1976), 91
indicated they experienced some difficulty during
the process of expanding or establishing their
businesses.
The firms indicating difficulties were asked to
briefly describe the nature of the problem or
difficulties
encountered.
The open-ended
responses were coded into several problem areas
or categories and a summary of the responses is
contained in table 3. Of the 147 problems specified.
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local regulations and their administration was the
most cited type of problem, mentioned by 30
percent of the firms, followed by financing (22
percent), finding qualified personnel (21 percent),
and construction problems (20 percent). Collec
tively, problems with governmental business
regulations or administration at all levels—federal,
state, and local—accounted for 58 of the 147
responses, or 39 percent of the total.
Many firms indicated more than one problem,
and were asked to indicate which of the problems
or difficulties they felt was the most significant
overall. Table 4 shows that local regulations and
administration was cited most often, by 24 percent
of the respondents, as the most significant problem
encountered. Another 16 percent singled out
either state or federal regulations and their
administration or regulation problems in general.
Personnel, financing, and construction problems
also were cited with some frequency as the most

significant problem. Overall, 40 percent of the firms
experiencing problems during their expansion
cited some form of regulatory problem as their
most significant.
These responses indicate that business
regulations and their administration are regarded
as troublesome by a substantial percentage of those
firms which have recently expanded their
operations in Montana. Of course, the method of
asking questions has a great influence on the
answer received. Even though we made every
attempt to insure unbiased responses to the
questions, and used the best survey techniques
available, the questionnaire's design may have
influenced the responses. We have already in
dicated that the question which asked the respon
dent to list problems encountered during expan
sion was open-ended; that is, the respondent was

Table 3
Problems Encountered D uring Expansion
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Figure 2
Survey of Attitudes Toward
State and Local Regulations

Table 5
Regulatory Problem Areas M entioned
by Expansion Firms
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asked to write a description of the problem
encountered, rather than merely choose items
from a prepared list of possible answers. However,
one section of the questionnaire dealt specifically
with state and local regulations. A respondent
especially interested in this topic may have
answered other questions with this interest in
mind, even though several questions do not
mention business regulations. Nevertheless,
because of the care taken in the questionnaire
design, we feel that regulatory problems are
definitely perceived as problems associated with
business expansion by the expansion group, even
though the survey responses may be somewhat
overstated when compared to the other problems
mentioned.
The next section of the questionnaire emphasiz
ed state and local regulations in particular. We
asked the expansion firms if there were state and
local regulations they had to comply with during
their expansion, and if they did have to comply,
whether they experienced any difficulties.
Of the 272 new and expanded firms, 91, or onethird, reported that regulations did not apply to
their activities (figure 2). State and local regulations
did apply to the remaining two-thirds and of these,
68, or 27 percent of the total expansion group,
indicated problems with state and local regulations.
Those firms indicating problems with state and
local regulations were asked to briefly describe the
specific regulations or kind of regulation, the
specific procedure or action, and the specific
agency involved with their problem or difficulty.
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Space was allocated for several answers. Each of the
92 problems cited was coded for analysis of both
the problem area specified and the nature of the
problem.
Table 5 shows that the problem area most
frequently cited was zoning and its associated
permits and procedures. Twenty-eight percent of
the 68 firms mentioned a problem in that area.
Building codes and permits were mentioned by 24
percent, and water, sewage, and solid waste
disposal, 19 percent. A large number of other areas
were cited, but not with much frequency.
In table 6, the nature of the problems related are
classified. Difficulty with the permit, license, or
variance approval process was the most frequently
mentioned type of problem (26 percent). This was
followed by statements that the regulations were
too restrictive or excessive for the respondents'
particular expansion situation (25 percent). In
creased costs and time delays, two closely related
items, were also frequently mentioned. Twelve
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Table 6
Nature o f Regulatory Problems
M entioned by Expansion Firms
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percent of the firms cited the administrators of the
regulations as the problem.
Based on the above results, it is not surprising that
zoning departments and boards were most often
cited as being the agency associated with, or
responsible for, the firm's problem. Twenty-five
percent of the firms reporting regulatory problems
pointed the finger at those agencies. The building
inspector's office was noted by 21 percent of the
firms (we should mention, though, that the
building inspector enforces the rules and
regulations of other agencies). The remaining
agencies cited were primarily at the local level, and
include fire departments (9 percent), and health
departments and city engineers (each 7 percent).
A word of caution is warranted in interpreting
the last two tables. The answers to the open-ended
questions varied significantly in how specifically
the problems were described; they varied from
one- or two-word descriptions to detailed
paragraphs. The respondents may or may not have
accurately described the responsible agencies —
they recorded their impressions of the problems.
For analysis purposes, it was necessary to
M O N T A N A BUSINESS QUARTERLY/Spring 1979

group the responses into somewhat broad
categories of the problem area, nature, and agency,
and in some cases to provide our own interpreta
tion as to the correct code to be used.
Nevertheless, a pattern of a few problem areas
and agencies emerges from the data. Regulations
involving the construction and expansion of
physical facilities (zoning rules, building codes,
water and sewer requirements) appear to be the
most troublesome for small businesses in Montana.
The process of obtaining permits, licenses, and
regulatory approval, the restrictions that
regulations place on business expansion plans, and
the increased costs and time delays that firms incur
in complying with the regulations are the most
frequently mentioned type of problem. And
agencies who administer these regulations (zoning
departments and building inspectors) are cited
most often as agencies creating problems for
expanding buisnesses.
Firms which had not expanded between 1976 and
1978 were asked if they had undertaken any
planning or other action toward expansion of the
business or toward establishment of a new
business. Sixty of the 234 firms in the “ non
expansion” group said they had undertaken such
action. Of the 60, 45 firms (75 percent) indicated
that state and local regulations would have applied
to their expansion. Of the 45 firms, eight (18
percent) actually experienced difficulties comply
ing with the regulations and were asked to describe
the problem. The eight firms cited fifteen problems
which were coded in the same manner as responses
form the expansion group summarized in tables 5
and 6. However, a sample size of eight is far too
small to lend any statistical inference to the data.
All of the 506 respondents were asked to
complete a series of “ opinion questions” designed
to elicit their attitudes about state and local
regulations in general, and how they feel about the
manner in which state and local regulations are
administered. For each question, a dichotomous
pair of words or phrases representing two extreme
reactions were presented, with a scale of 7 points in
between. Respondents were asked to circle the
point on the scale representing their relative
attitude toward the two words as a description of
regulations or their administration. For analytical
purposes, the responses were weighted, with the
low end of the scale associated with the less
desirable of the two words or phrases, the upper
end as the most desirable, and 4 as the neutral
point. The number of respondents answering each
question varied from 433 to 471.
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“ Nearly 200 of those answering felt
that too many agencies are involved
in governm ent regulation of
business.”

Overall, the responses to the opinion questions
tended to be somewhat negative, with a few
exceptions. Figure 3 shows the responses to a
question concerning the administration of state
and local regulations. A majority of the
respondents felt that regulations were ad
ministered in a neutral manner, with a significant
number feeling that some regulatory administra
tion is conducted in a biased manner. This
distribution definitely leans toward the negative
side of the scale. Several of the response pairs
followed this pattern, with a significant number of
respondents choosing the most negative response.
Figure 4 shows a definitely negative attitude
toward regulations in general. This question asked
whether regulations hinder or promote business
expansion. Well over 100 of the respondents chose
the most negative response. A similar, but slightly
less negative feeling resulted when the
respondents were asked whether regulations
inhibit or encourage the formation of new
businesses (figure 5). Again, the response was
definitely at the negative end of the scale.
Figure 6 shows that 200 of the survey respondents
felt that state and local business regulations
increase the costs of doing business. Only a handful
felt that their costs were not increased by com
pliance with various regulations. This was the most
overwhelmingly negative response in this par
ticular series of questions.

Figure 4
Attitudes Toward State and Local
Regulations in General

Figure 5
Attitudes Toward State and Local
Regulations in General

Figure 3
Attitudes Toward the Adm inistration
o f State and Local Regulations
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The next three questions were concerned with
what the respondents felt about the administrators
who enforce state and local regulations. Again, the
responses were negative. Figure 7 shows that a
majority of those answering agreed that regulatory
administration often results in unnecessary delays.
Figure 8 reveals a slightly less negative response to
the question of whether administrators tend to
"pass the buck" or if they are willing to make firm
decisions. While the responses are definitely
skewed to the negative side of the scale, fewer
respondents chose the most negative choice.
Figure 9, however, again displays an
overwhelmingly negative view. Nearly 200 of those
answering felt that too many agencies are involved
in government regulation of business; very few
chose the more positive response, which in this
case is that the various agencies empowered with
regulatory enforcement are well coordinated.
The responses to the next three questions,
however, definitely show that Montana's business
community has a generally favorable attitude
toward the purposes behind state and local
business regulations. Figure 10 graphs the response
to a question asking whether regulations, in
general, are useless or worthwhile. Over 100
respondents took a neutral stance regarding this
issue, but the remaining responses definitely lean
toward the positive end of the scale.
Figure 6
Attitudes Toward State and Local
Regulations in General
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Figure 7
Attitudes Toward the Administration
of State and Local Regulations

“ Respondents' complaints
described the regulations as too
restrictive or excessive for their
situations.”
Figure 8
Attitudes Toward the Administration
o f State and Local Regulations
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Figure 9
Attitudes Toward the Administration
of State and Local Regulations

The responses shown in figure 11 were more
ambiguous. When asked whether regulations were
necessary to promote public welfare, or if they
were not worth the cost, many respondents chose
one of the more negative responses. However, the
two choices chosen most often were numbers 5 and
6, on the positive end of the scale.
The last question, graphed in figure 12, asked
whether state and local regulations in general are
unreasonable or sensible. There was significant
negative response to this question, but a clear
majority of respondents indicated that regulations
are more sensible than unreasonable.
The negative responses to the questions concer
ning the regulations themselves, and their ad
ministration, indicate that those business operators
participating in the survey were attempting to show
their strong feelings that some regulations do
hinder business development and increase the
costs of doing business. However, the social
responsibility or consciousness of the business
community shows through in the responses to the
last three questions. The attitudes reflected in these
responses seem to be that regulations are fairly
sensible, necessary to promote the public welfare,
and worthwhile.
The conclusions forwarded to the Office of
Commerce and Small Business Development were
much as outlined above: that regulations and their
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“The social responsibility or con
sciousness of the business com
munity shows through in the
responses to the last three questions.
The attitudes reflected in those
responses seem to be that
regulations are fairly sensible. . . .”
administration do create problems for some
expanding firms and new businesses, although only
25 percent of the new and expanding businesses
reported such problems (and they were only 13
percent of the total sample). More than half of the
regulation problems involved some aspect of the
construction or expansion of the business' physical
facilities. Regulations pertaining to these types of
expansion, such as zoning rules, building codes,
and the like, appear to be the most troublesome for
small business operators in Montana.
Respondents'
complaints
described
the
regulations as too restrictive or excessive for their
situations. The permit and approval processes were
called confusing, time consuming, costly, and
frustrating. However, the various state and local
regulatory agencies have not had an opporutnity to
respond to the complaints brought forth. And, as in
most cases, there are two sides to the story. The
Figure 10
Attitudes Toward State and Local
Regulations in General
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Figure 11
Attitudes Toward State and Local
Regulations in General
NOT WORTH
THE COST

NECESSARY
TO PROMOTE
PUBLIC WELFARE

"Perhaps improvements in some of
the areas can lessen the problems,
while maintaining an adequate level
of public protection.”
Figure 12
Attitudes Toward State and Local
Regulations in General
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attitudes of the respondents toward state and local
regulations and their administration were generally
somewhat negative—although attitudes toward
administrators tended to be more negative than
those toward the regulations themselves.
Based upon the results of the survey, we
suggested that further investigation in this area may
be warranted. Recommendations to the Office of
Commerce and Small Business Development
suggested
—an investigation of any overlaps or contradic
tions in zoning, building codes, and other
construction-related rules and regulations
among state, county, and city governments;
—a codification of the rules, regulations, and
approval process requirements of the various
state and local agencies, to create a com
prehensive source of information for small
business operators;
—improvement of the regulatory agencies'
information programs to make the small
business operator more cognizant of
regulations and approval requirements which
will apply to an expansion of his business; and
—development of “ one stop" information and
permit approval “ clearing houses" at state and
local levels to inform, advise, and assist
businesses, and individuals, in complying with
state and local regulations.
Perhaps improvements in some of these areas can
lessen the problems encountered by expanding
small businesses in Montana, and reduce the time,
cost, and inconvenience of complying with state
and local regulations, while maintaining an ade
quate level of public protection.
□
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THE OUTLOOK FOR MONTANA

Paul E. Polzin

Paul E. Polzin is Research Associate,
Bureau of Business and Economic
R e s e a r c h , and P r o f e s s o r o f
Management, School of Business
Administration, University of Montana,
Missoula.

Analyzing the economies of Montana's cities
requires a slightly different approach than is used
for state or national economies because there are
no broadly based statistical measures of overall
economic performance, such as gross national
product (GNP), for small geographic areas. Instead
of looking at only one set of numbers, we will
examine several factors—including population,
income, and employment—in order to gauge the
economic health in each community. Even though
they measure different aspects of the economy and
may display dissimilar trends in the short run, taken
together these indicators provide an overview of
local economic conditions. This year we are also
presenting statistics for total nonfarm earnings in
24

each community; a more complete explanation of
this economic indicator will be presented later.
Economic data for small geographic areas are
notoriously out of date. In most cases, the latest
published numbers for counties refer to 1976. We
have used bits and pieces of information to make
preliminary estimates for 1977, but even these
figures are nearly two years old and do not reflect
current economic conditions.
Because of the data problems, we do not even
attempt to provide an analysis of the economic
events of 1978 in Montana's urban areas. Instead,
our emphasis is more on the long run. W e analyze
the data in order to identify the trends and then
assess whether these trends will continue in the
future.

ITIES:
M ISSOULA,
BILLINGS,
GREAT FALLS,
and HELENA

Recent economic trends
We will analyze population first because, un
derneath it all, an economy consists of people.
Figure 1 presents annual population estimates from
1970 to 1977 for Yellowstone, Cascade, Missoula,
and Lewis and Clark counties. The data are graphed
in ratio (logarithm) scale so that equal slopes
denote equal rates of change.
The cities of Billings, Great Falls, Missoula, and
Helena are analyzed using county data. That is, the
figures refer to Yellowstone, Cascade, Missoula,
and Lewis and Clark counties, respectively. Coun
tywide data are used because there are very few
available statistics concerning the economic ac
tivities occurring specifically within city limits. In
—
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addition, the legal boundaries of a city are usually
arbitrary. Its economy may extend far beyond its
corporate limits.
Looking first at Billings, the population of
Yellowstone County in 1977 exceeded 100,000 for
the first time ever. The estimate was 100,700
persons, up from 87,367 persons in 1970. Between
1970 and 1977, the population of Yellowstone
County increased at an average annual rate of 2.1
percent per year, almost double the 1.0 percent per
year experienced during the 1960s. Even though it is
difficult to see in figure 1, the average slope of the
graph from 1974 to 1977 is less than the average
slope between 1970 and 1974, indicating a slightly
lower rate of growth during the last few years.
25

The population of Cascade County has remained
relatively stable during the 1970s. There were about
84,400 residents in 1977, as compared to 81,804 in
1970. This rise translates into an average annual
increase of 0.4 percent per year, significantly below
the 1.1 percent annual growth rate in Cascade
County during the 1960s. There was a sizable
increase in population during 1971; the number of
residents jumped from 81,804 to 84,200 persons in
just one year. But this increase was not repeated,
and the population of Cascade County continued
to hover around 84,000 persons for the next six
years.
Rapid population increases in Missoula County
have been a topic of local interest and concern, but
the data suggest that the growth rate may have
moderated. Between 1970 and 1977, the population
of Missoula County increased at an average annual
rate of 2.0 percent per year, which is less than the
2.7 percent per year reported from 1960 to 1970. As
shown by the slope of the graph in figure 1,
Missoula's population grew rapidly during the early
1970s, but since 1974 there has been little change.
Figure 1
Resident Population o f Cascade, Lewis
and Clark, Missoula, and Yellowstone Counties

The official population of Missoula County during
1977 was 66,800 residents, more than 8,000 greater
than the 1970 population of 58,263.
Despite the fact that Helena is the smallest of the
urban areas examined here, it had the fastest
growing population. The number of residents in
Lewis and Clark County grew from 33,281 in 1970 to
about 39,300 in 1977, an average growth rate of 2.4
percent per year. In comparison, the population
growth rate averaged 1.7 percent per year in the
1960s. The growth in Helena's population has
accelerated since 1970; from 1974 to 1977, the
average rate of growth was 2.7 percent per year, as
compared to 2.2 percent per year between 1970 and
1974.
These population statistics may be surprising to
some. People in Great Falls or Missoula may find it
difficult to reconcile population stability or
decelerating growth with the multitude of new
houses and other apparent signs of growth
appearing around them. The 1980 census may lead
to some revisions, but the other indicators tell
similar stories, and we doubt that the population
estimates are completely erroneous.
Last year we discussed the changing age structure
of the population and its implications for economic
analysis. We concluded that the postwar baby crop
is currently entering adulthood, buying cars, and
establishing families. Those who comprise this
abnormal bulge in the population are now going
through the stage where they demand many of the
items usually associated with an increasing popula
tion. Therefore, many of the past indicators of true
population increase (such as home construction,
automobile traffic, etc.) may no longer be reliable.
As Maxine Johnson emphasized, in the last few
years the growth in the numbers of households in
Montana has been significantly greater then the
rate of population increase.
Putting it all together, the population trends
indicate that Montana's urban areas have not fared
badly. The population growth in Billings, Missoula,
and Helena exceeded the 1970-77 statewide
average. When compared to the historic data,
Billings and Helena grew faster during the 1970s
while Missoula and Great Falls increased more
rapidly during the 1960s.
The second indicator of local economic con
ditions is personal income, which is the total
income of persons from all sources before the
payment of taxes. Personal income is closely related
to the spending power available in an area. The
figures have been converted to constant 1972
dollars in order to eliminate the effects of inflation.
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The latest published statistics for personal income
are for 1970. The figures for 1977 are our estimates,
which are based on certain preliminary reports and
other sources of information. Last year, our
estimates for 1976 were very close to the numbers
released by the U.S. Bureau of Economic Analysis.
The same methodology was used again this year.
As pictured in figure 2, total personal income
grew rapidly during the early seventies in all four
cities. The nationwide recession of 1974-75 was
primarily responsible for the declines in Cascade
and Lewis and Clark counties and the plateau in
Missoula County. Notice that the impact of the
recession was least in Yellowstone County, where
there was only a slight deceleration in the growth
rate of personal income. After 1975, this upward
trend in personal income was resumed in all four
cities.
In Yellowstone County, personal income, cor
rected for inflation, grew at an average of 4.8

Figure 2
Total Personal Income in Cascade,
Lewis and Clark, Missoula, and
Yellowstone Counties, in 1972 Dollars

percent per year between 1970 and 1977, well
above the 3.2 annual rate of the 1960s. On the other
hand. Cascade County grew at a slower rate during
the 1970s; the figure for 1970 to 1977 was 2.6 percent
per year, as compared to 3.3 percent per year
during the prior decade. In Missoula County,
personal income rose at an average of 5.4 percent
per year between 1970 and 1977, well above the 4.5
percent figures of the sixties. Finally, the 1970s
growth rate in Lewis and Clark County of 4.6
percent was about equal to the 4.8 percent average
for the 1960s. In general, the cities outperformed
the rest of Montana in terms of income growth;
three of the four urban areas considered here (the
exception being Great Falls) exceeded the 3.3
percent statewide growth rate between 1970 and
1977.
Employment trends in Montana’s urban areas are
pictured in figure 3. In terms of their average
growth rates, between 1970 and 1977 Billings
ranked first with 5.7 percent per year. Missoula was
second at 4.1 percent. Helena was third with 4.6
percent, and Great Falls was fourth at 2.1 percent.
All the cities except Great Falls had employment
Figure 3
Total Employment in Cascade, Lewis
and Clark, Missoula, and Yellowstone Counties
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Figure 4
Nonagricultural Earnings in Cascade, Lewis
and Clark, Missoula, and Yellowstone
Counties, in 1972 Dollars

growth rates greater than the statewide average of
2.9 percent per year.
We have often warned that the employment data
should be interpreted with caution. There are
significant changes occuring in the labor market.
The postwar baby crop and the increasing
preference of women for work outside the home
have swelled the ranks of persons seeking employ
ment. At the same time, a disproportionate share of
the new job openings are for part-time and/or lowpaying positions. In short, the structure and
composition of the labor force is changing, and
sizable increases in employment may no longer be
a reliable indicator of healthy economic growth.
Partly because of the difficulties with the
employment data, and partly because it is a better
measure of certain economic activities, this year we
are beginning to include nonfarm earnings as one
of our indicators of local economic conditions.
Most laymen are unfamiliar with the concept of
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nonfarm earnings. We will first discuss the com
ponents of nonfarm earnings and then briefly
explain their proper interpretation. We intend to
introduce the concept slowly. We are confident,
however, that in the coming years it will become a
useful analytical tool.
Nonfarm earnings consists of the wages and
salaries, proprietors' income, and certain fringe
benefits of all persons except those working on
farms and ranches. In other words, it is the earnings
of all persons (except those in agriculture) engaged
in the current production of goods and services,
and is sometimes called nonfarm participation
income. Farms and ranches have been excluded
because of the significant year-to-year fluctuations
in agricultural income, usually due to market
conditions.
Nonfarm earnings is not a totally new concept.
We have been using earnings to analyze the export
industries, and now the definition is expanded to
include all nonagricultural industries. We have
repeatedly described the advantages of using
earnings rather then employment to analyze
income activity. For example, earnings data take
account of differences between high and low
paying jobs, and it may reflect changes in produc
tion not reflected in the number of employees
(such as a cutback in working hours or the
scheduling of overtime). All in all, nonfarm
earnings provides a good indicator of the trends in
production and output, and it will provide valuable
insights into local economic conditions.
Nonfarm earnings for the 1970 to 1977 period are
graphed in figure 4. As with personal income, the
data have been converted to 1972 dollars to
eliminate the effect of inflation, and the 1977 figure
is our estimate based on partial and preliminary
information. The most striking feature of the data is
the 1974-75 recession. The economies of all four
urban areas suffered noticeably. Even Billings
experienced a marked reduction in its growth rate.
Nonfarm earnings display a more cyclical pattern
than total personal income because it does not
include unemployment benefits and other transfer
payments—sometimes called "automatic sta
bilizers"—which tend to cushion the effects on
individuals of short-run variations in the economy.
The general trends in nonfarm earnings in
Montana's urban areas between 1970 and 1977 are
similar to those of the other economic indicators.
Yellowstone County experienced an average rate
of increase of 6.6 percent per year during this
period. The growth rates for Missoula and Lewis
and Clark counties were 5.7 and 5.2 percent per
The O u tlo o k For Montana's Cities/Paul E. Polzin

year, respectively, while the figure for Cascade
County was 3.3 percent per year. Interestingly, in all
cities the average growth rate during the seventies
exceeded that for the sixties, and the rate of
increase during 1974-1977 was greater than during
the 1970-1974 period.
What do all these numbers mean? Everything
considered, Yellowstone County was probably the
most prosperous urban area in Montana over the
entire 1970-1977 period. It consistently ranked first
or second among the urban areas in terms of
growth in all the economic indicators. This growth
has been relatively consistent throughout the 1970
to 1977 period; three of the indicators (population,
personal income, and employment) increased
more rapidly from 1970 to 1974 while one (nonfarm
earnings) accelerated from 1974 to 1977.
Missoula and Lewis and Clark counties were both
close behind Yellowstone County in terms of
overall growth rates throughout the 1970 to 1977
period. A closer look reveals slightly dissimilar
trends in the two cities. Missoula was more severely
affected by the national recession, and had poor
years in 1974 and 1975. But, there was a strong
recovery; 1976 and 1977 were prosperous in
Missoula. The downturn was much less severe in
Lewis and Clark County, and the economy
accelerated sharply after 1974; in fact, Helena even
outperformed Billings between 1974 and 1977.
Even though Cascade County lagged behind the
other urban areas, its economy did not stagnate.
Total personal income and nonfarm earnings
increased significantly, especially during 1976 and
1977.

Primary industries: the source of local
economic growth
Primary industries are the major determinant of
growth (or lack of it) in Montana's urban areas.
These activities are also called export industries or
the economic base, and depend heavily on markets
outside the region where they are located or are
otherwise influenced by factors originating beyond
the region's borders. The major examples are
agriculture, certain types of manufacturing,
railroads, tourism, and the federal government.
The earnings (consisting of wages and salaries,
proprietors' income, and certain fringe benefits) of
workers in these industries represent an injection
of new funds into the city's economy which create
additional income as they are spent and respent in
the local area. A more complete explanation of the
role of the primary industries in regional economic
*2 5 ?
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growth may be found in the winter, 1977 issue of
the Montana Business Quarterly.
Notice that no reference has been made to the
number of export workers—the persons employed
in the primary industries. It is the amount of
primary earnings which affects the local economy,
not the number of primary workers. It makes little
difference whether $10,000 of primary earnings
represents the salary of one person, or the income
of two workers each making $5,000. Export earnings
and employment are closely related—more
workers usually mean more earnings. There may be
problems with export industries which have many
workers, but pay low wages; looking only at
employment would overstate their importance to
the local economy. Because many persons are
accustomed to thinking in terms of jobs and
workers, figures for employment in the primary
industries will be presented. Most of the analysis,
however, will be based on earnings.
Even though primary industries are a straight
forward concept, they are sometimes difficult to
measure. First of all, some do not correspond to the
Standard Industrial Classification (SIC) codes.
Portions of the tourist industry, for example, are
found in retail trade, services, and other categories.
In addition, data for certain primary industries are
not available. Montana's urban areas serve as
regional medical centers, attracting many patients
from the surrounding areas. There is very little data
concerning the earnings of health care
professionals, let alone the portion derived from
nonresidents.
Contract construction is another problem in
dustry. It is usually difficult to separate the earnings
of workers associated with projects belonging in
the primary sector, such as federal dams or highway
construction, from those which are derivative in
nature, such as adding to a house. In addition,
construction projects are transitory and do not lead
to permanent increases in employment and
earnings. As a general rule, we have chosen not to
include contract construction in the primary sector.
Instead, we will take special account of the few
instances (such as in Great Falls and Missoula)
where major construction projects are underway.
Changes in the primary industries go a long way
toward accounting for the recent economic trends
in Montana's urban areas. They do not provide a
complete explanation, however, and we cannot
identify the cause of each blip and squiggle in the
graphs. The relationship between the export
industries and population, income, employment,
and nonfarm earnings are subtle and complex. In
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some cases, there are unpredictable and variable
time lags between the changes in the primary
sector and the resulting changes in the derivative
sector. Also, the following figures for the export
industries should be interpreted with caution. In
many cases, especially the data for 1977, they are
“ guesstimates” and are probably not accurate to
the last cent. Hopefully, they are close enough so
that the important features of the urban economies
are not misrepresented.
Missoula: wood products and the University

The wood products industry and the University of
Montana are the cornerstones of Missoula's
economy. The data presented in figure 5 show that
these two industries consistently accounted for
roughly 55 percent of total export earnings in
Missoula County.
The wood products industry includes loggers and

the workers in sawmills, plywood factories, the
pulp and paper plant and other wood products
firms. The only major exclusion is the independent
logging truck contractors, who haul logs under
contract; these persons are notoriously indepen
dent, and there is little data relating to them. The
figures for the private wood products industry
understate the importance of the forest resources
to Missoula's economy. The U.S. Forest Service, the
U.S. Bureau of Land Mangement, and the Montana
Division of Forestry all have installations in Mis
soula. We do not have precise figures, but these
three agencies had a combined total of about 1,100
employees in Missoula County during 1977. Adding
these agencies to the private wood products
industry suggests that forest resources account for
about 45 to 50 percent of the economic base in
Missoula County.
The University of Montana is the second largest

Figure 5
Earnings in Basic Industries in Missoula
County, 1970, 1974, and 1977, in 1972 Dollars
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component of Missoula's economic base. The
earnings and employment data include all
employees of the University of M ontana— faculty,
staff, and student workers. These figures do not
incorporate the impact of nonresident students;
they are similar to tourists in that they spend in local
stores but much of their income may come from
home. Most of this spending is included in the
export component of retail trade, which will be
discussed later.
The University of Montana provides a good
example of why we prefer to analyze the primary
industries in terms of earnings rather than employ
ment. The roughly 3,100 employees at U M during
1977 represent a significant portion of total primary
employment. This overstates the importance of U M
to Missoula's economy because many of these jobs
are held by students working part-time. Employ
ment data do not take account of unequal earnings.
A professor earning $15,000 per year is given the
same weight as a student working a few hours a

week in the library. The professor's spending will
obviously have a larger impact on Missoula's
economy than the student's.
Missoula is a regional trade center. A portion of
the earnings and employment in wholesale and
retail trade is derived from the spending of
nonresidents, and is classified in the primary sector.
Although they are often grouped together, the
export components of wholesale and retail trade
are conceptually quite different from each other.
The export component of retail trade represents
the persons who travel to Missoula to shop,
including those living on farms and ranches or
nearby small towns, the tourists who stop and buy
items or purchase meals at local businesses, and the
nonresident students at the University of Montana.
The export component of wholesale trade, on the
other hand, includes the Missoula wholesalers who
supply stores in Poison, Hamilton, and elsewhere in
western Montana.
The transportation industry in Missoula consists

Figure 6
Employment in Basic Industries,
Missoula County, 1970, 1974, and 1977
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mostly of railroad employees, but it also includes
workers associated with airlines and airplane
charter services. The lodging category represents
one portion of the tourist industry, and is combined
with certain other small miscellaneous primary
industries in the data presented in figures 5 and 6.
Agricultural earnings represent the net farm
income of proprietors and the wages and salaries of
hired hands on farms and ranches in Missoula
County. Agriculture is a small portion of the
economic base because many of the ranches in
western Montana are small and relatively un
profitable.
Earlier we saw that all the economic indicators
showed sizable increases in Missoula County
between 1970 and 1977. The reasons for this growth
are not hard to find. As shown in figure 5,
Missoula's economic base rose from $77.8 million
(1972 dollars) in 1970 to $101.0 million (1972dollars)
in 1977. A quick glance at the figures suggests that
the gains were broadly based; almost all the
primary industries experienced sizable increases in
earnings between 1970 and 1977, with the largest
growth occurring in wood products and the export
components of wholesale and retail trade. A closer
look, however, reveals that the pattern of growth
from 1970 to 1974 was quite different from that
between 1974 to 1977.
First let's look at 1970 to 1974. During this period
growth occurred throughout Missoula's economic
base. Technically, the largest growth in earnings
was in wood products, which rose from $27.0
million (1972 dollars) in 1970 to $30.8 million (1972
dollars) in 1974. But 1970 was not a good year for the
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wood products industry; if the 1974 figure is
compared to that of 1968 or 1969 the increase is far
less impressive. But, there were also sizable
increases in the federal government (up $2.3
million), the export components of retail trade (up
$2.1 million), and transportation (up $1.3 million).
The 1974-1977 period was a different story. The
export components of wholesale and retail trade
continued their upward trend. But, there were
declines in four categories, the federal govern
ment, the University of Montana, agriculture, and
other manufacturing. In addition, the earnings in
transportation and the lodging and other
categories remain stable. The big story was the
wood products industry, where earnings rose from
$30.8 million (1972 dollars) in 1974 to $41.2 million
(1972 dollars) in 1977. This robust performance
more than compensated for the stagnation and
declines in the other components in Missoul's
economic base.
In order to gain further insights into the changing
conditions in Missoula's economic base, we will
examine recent trends in the important export
industries.
The University of Montana was responsible for
much of Missoula's growth during the late 1960s.
Since 1970, however, earnings and employment
have stabilized and UM, while still accounting fora
significant portion of the economic base, has not
been a source of economic growth. The 1977
employment figures (figure 6) do not reflect the
recent reductions in faculty, which will probably
amount to about 70 positions.
The recent trends in the federal government may
The O u tlo o k For M ontana's Cities/P aul E. Polzin

seen puzzling. From 1970 to 1974, there was no
change in employment but earnings increased
sharply. Between 1974 and 1977, employment grew
but earnings declined. During the early 1970s,
federal workers received sizable wage increases,
and this accounts for the stable employment and
rising earnings. In recent years, there have been a
number of wage guidelines, and pay of federal
government employees did not keep pace with
inflation. The disparity was large enough so that
total federal earnings (in constant dollars) actually
declined despite the addition of about 200 extra
federal workers in Missoula County between 1974
and 1977. Had we looked only at employment, we
may have concluded that the importance of the
federal government was roughly stable between
1970 and 1974, and then grew a bit from 1974 to
1977. But this is exactly opposite from trends in the
earnings data. Further, this case also points out that
growth in a community's economic base need not
depend on new export jobs; increases in the
earnings of existing positions (as occurred from
1970 to 1974) have the same effect.
The increases in the export components of
wholesale and retail trade reflect Missoula's
growing role as a regional trade center. These
figures must be interpreted with caution, however.
They were estimated by extrapolating certain
relationships that existed in 1972. (For details see
pp. 34-42 of the winter, 1977 issue of the Montana
Business Quarterly.) Things have probably changed
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since 1972; but we cannot update our analysis until
the 7977 Census of Retail Trade is released, which
should be in a few months. Further, the 1977 data in
figure 5 do not reflect Southgate Mall Shopping
Center, which opened during 1978.
Finally, we come to the wood products industry.
In the past few years, we have been less optimistic
about the future of this industry. The recent
statistics are certainly encouraging. But, the
prosperity may be short lived and not reflect an
underlying change in the industry. Almost all of the
growth in wood products occurred during 1976 and
1977, and may be attributed to the recovery of the
national housing market. Further, the increased
earnings and employment in Missoula were
associated with greater utilization of existing
capacity rather than construction of new facilities.
In other words, with the exception of several small
additions and modifications in a few plants, the rise
in production was obtained by hiring more
workers, adding an additional shift, or scheduling
overtime. No new major wood products plants
have been built in Missoula during the past few
years.
In summary, the early 1970s saw significant
increases throughout Missoula's economic base.
After 1974, however, the growth was limited to only
a few industries; the export components of
wholesale and retail trade continued upward and
the wood products industry enjoyed two very good
years in 1976 and 1977.
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Billings: a growing and diversified economy

Before looking at the basic industries in
Yellowstone County, we would like to clear up an
apparent discrepancy. The data presented in figure
7 show total basic earnings increasing from $103.5
million (1972 dollars) in 1970 to $115.0 million (1972
dollars) in 1974. But, primary earnings then
remained stable from 1974 to 1977. This does not
jibe with the significant growth we reported earlier
in all the economic indicators for Yellowstone
County. The reason for the stability in the
economic base was a significant decline in
agricultural earnings. Preliminary 1977 data for
Yellowstone County suggest that agricultural
earnings were down sharply from the $13.3 million
(1972 dollars) reported in 1974. (Since we cannot
graph a negative number, we assumed agricultural
earnings were zero in figure 7.) Even though the
exact figures are sure to be revised, they will not
alter the overall conclusion that 1977 was an
unprofitable year for farms and ranches in
Yellowstone County.

If agriculture is excluded, basic earnings in
creased from $85.2 million (1972 dollars) in 1970 to
$101.7 million (1972 dollars) in 1974, and then to
$115.5 million (1972 dollars) in 1977. In other words,
there was significant growth in the nonfarm
economic base of Billings. The exclusion of
agriculture should not be misinterpreted. It does
not mean that farms and ranches are not important
to Billings. Rather, farm earnings are volatile, often
with large changes from one year to the next, and
these variations may hide important trends
elsewhere in the economy. Agriculture was sub
tracted only to gain a clearer picture of the trends in
the export industries.
Billings has a diversified economic base.
Technically, the largest export industry is manufac
turing, consisting of three very different com
ponents, oil refining, food processing (primarily
the refining of sugar beets and meat packing), and a
group of miscellaneous manufacturers. But, Billings
is emerging as a regional trade center, and the
export components of wholesale and retail trade
are becoming increasingly important to the local

Figure 7
Earnings in Basic Industries in Yellowstone
County, 1970, 1974, and 1977, in 1972 Dollars
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economic base. The role of a regional trade center
includes not only shoppers coming to the city from
surrounding areas (classified in the export compo
nent of retail trade), but also the Billings whole
salers supplying the stores and businesses in the
rural hinterland (the export component of whole
sale trade). In addition, the export component of
wholesale trade includes the livestock and grain
dealers, who are primarily concerned with selling
Montana agricultural products to out-of-state
buyers.
The regional headquarters of several large
agencies— including the U.S. Bureau of Reclama
tion, the U.S. Bureau of Land Management, and the
U.S. Forest Service— help to make the federal
government a major component of the economic
base in Yellowstone County. Railroads account for
most of the earnings and employment in transpor
tation, but this category also includes the

employees of oil and natural gas pipelines and
certain airline workers. Lodging, mining, and other
industry is a miscellaneous category consisting of
hotels and motels, a couple of mining firms (which
include oil and gas extraction) and several small
businesses providing agricultural services to nearby
farms and ranches.
The figures for Eastern Montana College repre
sent the faculty, staff, and student workers (figure
8). As with the University of Montana in Missoula,
earnings and employment data tend to understate
the economic importance of EMC because they do
not include the spending of nonresident students.
Data for Rocky Mountain College, also located in
Billings, are not presented; based on the number of
nonlocal students, the impact of this college on the
economy of Yellowstone County would be less
than 15 percent of the figure for EMC.
The data in figure 7 leave little doubt that the

Figure 8
Employment in Basic Industries,
Yellowstone County, 1970, 1974, and 1977
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category between 1974 and 1977; this decrease
occurred in mining and may reflect the volatility of
oil and gas exploration. Finally, enrollment at
Eastern Montana College reached an all-time high
in 1970, then declined during the next four years,
and now has once again moderately turned
upward. The earnings of faculty, the staff, and
student workers reflect this trend.
Putting it all together, Yellowstone County has
experienced a diversified and broadly based
prosperity between 1970 and 1977. The largest
contributors to economic growth were the export
components of wholesale and retail trade. But, with
the exception of oil refining, all the nonagricultural
basic industries experienced overall increases from
1970 to 1977.

trade center categories were mostly responsible for
the recent growth in the economic base of Billings.
Increases in export components of wholesale and
retail trade accounted for almost $17 million (1972
dollars) of the $30 million (1972 dollars) growth in
nonfarm basic earnings between 1970 and 1977. As
with the data for Missoula, we must be a little
cautious about these estimates. They may be
revised significantly as a result of the 7977 Census of
Wholesale Trade and the 7977 Census of Retail
Trade. A significant portion of the prosperity in the
export components of wholesale and retail trade
was probably due to the energy-related
developments in eastern Montana and northern
Wyoming. The increased employment in the coal
mines, the construction of the electric generating
plants at Colstrip, and the renewed interest in oil
and gas exploration have added to the population
in certain areas, thereby increasing the number of
persons coming to Billings to shop. More important
has been the additional retail activity for merchants
in towns such as Forsyth, Hardin, and Sheridan,
who are supplied by wholesalers in Billings.
The transportation category was the second
largest contributor to the growth of nonfarm basic
earnings in Yellowstone County. The Burlington
Northern Railroad was responsible for most of this
increase. The expansion of coal mining in eastern
Montana, which is mostly transported via unit
trains, has led to the hiring of new crews, some of
which are based in Billings. More important,
however, was the completion of Burlington
Northern's coal car servicing facility at Laurel (just
outside of Billings); it represented the addition of
about 250 well-paying jobs.
The manufacturing industries also contributed to
the growth in the economic base. The largest
increases were in food processing, reflecting the
growth of meat packing plants. The expansion of
several modular home builders is responsible for
the growth in the other manufacturing category;
they provide a sizable portion of the new homes in
the rural areas impacted by coal development. The
economic importance of the oil refineries declined
slightly between 1970 and 1977. This was not caused
by decreased production. Rather, the pay increases
for these 1,000 workers fall short of the inflation
rate.
The number of federal employees remained
relatively stable throughout the 1970 to 1977
period, and the changes in federal earnings were
caused by revisions in the pay schedule. We have
no explanation for the declines in earnings and
employment in the lodging, mining, and other

The earnings and employment data may slightly
overstate the importance of Malmstrom to the
economy of Great Falls. Some of this income may
never enter the local economy. Airmen may
patronize facilities on the Base, which in turn may
be supplied by the Department of Defense
distribution network or national wholesaling firms.
On the other hand, studies conducted by
Malmstrom's Management and Budget Branch
found that the Base indirectly makes many con
tributions to the local economy (such as local
purchases of certain items of federal impact funds
for the school districts). Therefore, the degree of
underestimation may be small.
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Great Falls: the mixed blessing of Malmstrom AFB

As was the case with Yellowstone County,
agricultural earnings in Cascade County declined
precipitously between 1974 and 1977, and the
trends in the economic base may be best analyzed
by removing this volatile component. After sub
tracting agriculture, the data in figure 9 show total
nonfarm basic earnings inching upward from
$100.9 million (1972dollars) in 1970 to $102.0 million
(1972 dollars) in 1974, and then to $105.3 million
(1972 dollars) in 1977.
Malmstrom Air Force Base, located near Great
Falls, is the largest component of the local
economic base. The officers and enlisted men
(classified in the federal military category) account
for about 40 percent of total export earnings. In
addition, the U.S. Department of Defense directly
or indirectly employed about 60 percent of the
federal civilian workers in Cascade County.
Therefore, it is likely that more than one-half of the
primary earnings in Great Falls may be attributable
to the Base.

After the Base, the next largest industry is primary
metals refining, consisting of Anaconda’s zinc (until
its closure in 1973) and copper refineries. Meat
packing and grain mill products firms constitute the
food processing industry. Railroad, pipeline, and
certain airline employees are included in the
transportation category. Finally, the statistics for the
export components of wholesale trade highlight
the role Great Falls plays as a regional trade center.
Earlier we saw that all the economic indicators for
Cascade County displayed relatively slow growth. It
is not hard to find the cause; it was the slow growth
in the economic base. Between 1970 and 1977,
nonfarm basic earnings increased only $5.0 million
(1972 dollars). There were very different causes of
the slow growth and they can best be analyzed by
looking separately at the 1970-1974 and 1974-1977
periods.
Between 1970 and 1974, the big news was the
closure of the Anaconda zinc plant. In 1973, about
1,100 well-paid jobs were lost in the primary metals

refining category (figure 10). The negative impact in
the local economy was cushioned, however, by
increased earnings and employment at Malmstrom
AFB. In fact, between 1970 and 1974, the earnings of
federal military and civilian employees rose by
almost the same amount as the decline in primary
metals refining.
Beginning about 1974, Malmstrom AFB began to
exert a negative effect on the economy of Great
Falls. Peak military staffing levels occurred during
1973 and 1974. Since then, there have been declines
in military personnel associated with general
cutbacks or lower staffing levels throughout the
Base. Federal civilian employment also decreased
sharply from 1974 to 1976. But, in 1977 the missile
renovations came to Great Falls; between 700 to
1,000 employees of the H. D. Smith and the Boeing
Company moved into the area, resulting in a net
increase of about 400 jobs in the federal civilian
category. These workers are technically not
employed by the federal government, and these

Figure 9
Earnings in Basic Industries in Cascade
County, 1970, 1974, and 1977, in 1972 Dollars
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activities could have been placed in the construc
tion category. We have included them with the
other figures for Malmstrom AFB because they are
closely related to the economic impact of the Base.
If it were not for these temporary workers, the
federal civilian category would have posted a sharp
decline between 1974 and 1977.
If things weren't bad enough at Malmstrom,
there were additional setbacks elsewhere in the
economy. During 1975, a meat packing plant
closed. Also, Burlington Northern transferred
about 200 well-paid railroad workers from Great
Falls to Ffavre.
There was some good news for the economy of
Great Falls. The export components of wholesale
and retail trade experienced significant increases,
suggesting that Great Falls continues to grow as a
regional trade center. Even more encouraging, the

rate of growth in both of these industries has
accelerated; the average annual increases between
1974 and 1977 far exceeded the corresponding
figures for the 1970 to 1974 period.
In summary, Malmstrom AFB dominates the
economic base of Great Falls, and is a mixed
blessing to the local economy. During the early
1970s, it provided counterbalancing increases and
muted what otherwise would have been an
economic disaster when the zinc refinery closed.
Recently, however, there have been declines in
both military and civilian personnel at the Base
which were not offset by increases elsewhere in the
economy. But, the arrival of the missile renovation
workers provided a stimulus to the local economy
in 1977 and delayed the negative impacts of the
reduction at the Base.

Figure 10
Employment in Basic Industries,
Cascade County, 1970, 1974, and 1977
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Helena: government makes it grow

It takes only a quick glance at the earnings and
employment data shown in figures 11 and 12 to
determine that state government is the economic
foundation of Lewis and Clark County. During
1970, the earnings of state government workers
accounted for about 36 percent of Helena's
economic base. By 1977, this figure had risen to
about 51 percent.
Surprisingly, the federal government is the
second largest component of the economic base.
We do not have precise figures, but about 40
percent of these workers are associated with the
Veterans Administration Hospital at Fort Harrison.
The rem aining employees are scattered
throughout the federal agencies which maintain
offices in Helena—for example, the U.S. Forest
Service, the Federal Highway Administration, and
the U.S. Department of the Interior.

The primary metals refining and chemicals
category includes the American Smelting and
Refining Company (ASARCO) M ill in East Helena
and a paint manufacturer. Other manufacturing
combines several small wood products firms, a tool
maker, a structural building manufacturer, and the
Kaiser Cement Company. Transportation and
communication represents the railroad workers
plus the employees of Mountain Bell's state
headquarters, which is located in Helena (the
phone company jobs associated with servicing the
local area are not included). Hotels, motels, and
lodging places account for most of the lodging and
other category; they are the inevitable spinoff of
state government because of the housing crunch
during legislative sessions and the need for many
people to "spend another day in Helena" to
expedite business with the bureaucracy.
The growth of state government earnings and
employees must be interpreted with caution

Figure 11
Earnings in Basic Industries in Lewis
and Clark County, 1970, 1974, and 1977,
in 1972 Dollars
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because prior to 1976 there were no reliable data
concerning the number of state government
workers in Lewis and Clark County. This lack of
information was not due to politics or attempts to
hide the growth in state government. Statewide
totals for state government employment have long
been available. It is just since 1976, however, that
figures for individual counties could be derived.
Western Analysis Inc. of Helena has used the bits
and pieces of information available from several
sources, and has made estimates for 1970-1974.
Their efforts underlie our figures for these two
years concerning state government earnings and
employment in Lewis and Clark County.
Not only does state government dominate the
economic base of Lewis and Clark County, but it

was by far the greatest contributor to growth during
the 1970s. Between 1970 and 1977, total primary
earnings in Lewis and Clark County increased $23.3
million (1972 dollars), and state government
accounted for $18.5 million (1972 dollars),almost 80
percent of the total. It appears that the growth in
state government is accelerating; the average
annual increase in earnings from 1974 to 1977 is
greater than between 1970 and 1974. But, a sizable
portion of the recent growth may have been caused
by a one-time upward adjustment in the salaries of
state workers. The Legislature mandated that all
state employees be placed on a standard statewide
pay plan. The implementation of this legislation
during 1975 and 1976 led to significant one-time
increases in pay for many workers. The effect was

Figure 12
Employment in Basic Industries,
Lewis and Clark C ounty, 1970, 1974, and 1977
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an atypical increase in average earnings for state
workers between 1974 and 1977 that is unlikely to
be repeated. Governor Thomas Judge recently
announced a hiring freeze for state agencies. This
policy was announced during 1978 and is not
reflected in the 1977 data.
The second largest contributor to growth in the
economic base was in the transportation and
communication category; these increases were
primarily caused by rising average earnings for
railroad and telephone workers, rather than
increases in employment. Looking at the other
components of Helena's economic base, we see
that, even though some of the increases were small,
all the nonagricultural export industries con
tributed to the growth in primary earnings during
the 1970-1977 period.
Wholesale and retail trade are not important
contributors to the economic base in Lewis and
Clark County. This does not mean that people do
not come to Helena to shop, or that certain stores
or businesses do not derive sizable portions of their
sales from nonresidents. Instead, it simply suggests
that the amounts spent by visitors are more than
counterbalanced by Helena residents shopping in
other trade centers.
In summary, the cause of the rapid growth in
Helena was not hard to find. Mostly it was
attributable to state government, which experi
enced both significant employment increases and
a sizable rise in average earning per worker. But,
all of the other primary industries also con
tributed to the growth of the economic base in
Lewis and Clark County.

showing that the nation's business cycle is less
severely felt here in Montana (See the winter, 1977
issue of the Montana Business Quarterly). At that
time we were looking at all of Montana, and
statewide data are averages for urban and rural
areas. Here, we are only looking at the urban areas
where most of Montana's cyclic industries are
located.
We will not go out on a limb and predict when
the coming recession will occur (or even if it will
happen) and the resulting impacts on the urban
areas. But if and when it does materialize, the
experiences of 1974-1975 do help in trying to
anticipate the future trends. It is safe to say that,
whatever the timing and the duration of recession,
Missoula will be the most adversely affected; the
very cyclical wood products industry is the largest
component of the economic base in Missoula
County. On the other hand, Billings will probably
suffer least; it has a diversified economic base and
none of its industries is notoriously seasonal. Great
Falls and Helena both have some cyclical industries
(mostly primary metals refining), but they represent
only modest portions of the economic bases.
We do not have all the answers concerning the
factors which determine the impact of the national
business cycle on Montana's urban areas. Hopeful
ly, this will be the topic of further research in the
near future. However, the 1974-1975 experience
clearly illustrates that national economic con
ditions cannot be ignored when considering the
economic outlook for Billings, Great Falls, Mis
soula, and Helena.

The short-run outlook: a slowdown in '79?
Many business forecasters are predicting a down
turn in the national economy during the latter part
of 1979. We would be remiss if we did not consider
the implications for Montana's urban areas of a
national recession. Glancing back to the nonfarm
earnings data graphed in figure 4, we see that each
city was affected by the 1974-1975 recession. The
actual impact varied between urban areas; at one
end of the spectrum, Billings experienced only a
deceleration in its growth rate while in Missoula the
trend was downward for two years. Great Falls and
Helena fell in between these extremes. The
important point, however, is that the 1974-1975
recession had a measurable impact on all four
urban areas.
Our concerns about national business conditions
do not conflict with our analysis of a few years ago
5E2

M O N T A N A BUSINESS QUARTERLY/Spring 1979

41

What's ahead for Montana's cities
Missoula: uncertain future for the wood products
industry

A downturn in Missoula's economy during 1979
must be kept in perspective because it will be
measured from a high peak. We stated that 1977 was
a good year for Missoula's economy. Even though
we have no figures, the people in the wood
products industry say they had a banner year in
1978, and this suggests that the overall economy
was even better in 1978 than in 1977.
Let's put aside the short-run outlook and look at
the long-run prospects for the important industries
in Missoula's economic base. First is the wood
products industry, the mainstay of Missoula's
economy. The recent prosperity in this industry
must be viewed with caution; it may not last long.
The recent prosperity is mostly due to the
nationwide boom in housing construction. The
growth in earnings and employment in Missoula
primarily reflect the addition of more workers and
the scheduling of overtime. If the building boom
cools, we can expect layoffs and reduced work
schedules. In the long run, some of the cyclical
declines may be counterbalanced by the HoernerWaldorf expansion scheduled for completion in
1980. This project will directly add about 150 new
(and well-paying) export jobs to Missoula's
economic base. There will also be a number of new
positions associated with cutting additional timber
and transporting it to the mill.
We all know the wood products industry is faced
by a number of very serious problems. In the past
few years there have been several mill closings
throughout western Montana. Also, the timber
producing areas in the Rocky Mountain states may
face serious competition from timber sources in the
southern states. Finally, as Maxine Johnson men
tioned, there are the continued concerns about the
supply of raw timber. In short, both the long-run
and the short-run outlooks for the wood products
industries are far from rosy.
The biggest economic news during 1978 in
Missoula was the opening of the Southgate Mall
shopping center. There is no doubt the shopping
center is having a significant impact on Missoula's
economy. It is providing many jobs to persons
seeking work—especially women and young
persons. To some extent, these increases in
employment may be countered by fewer positions
downtown and elsewhere in Missoula as merchants
adjust their work forces. In other words, the 1978
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employment figures, which are certain to show
sizable increases, probably overstate the long-run
impact of Southgate Mall.
A quick drive through the parking lot of
Southgate Mall reveals many license plates from
Ravalli, Sanders, Granite, or Flathead counties.
There are even a scattering of cars from Helena,
Butte, and Great Falls. The new shopping center is
certain to expand the export component of retail
trade. But, its contribution to long-run growth is
likely to be modest. Sales to nonresidents are a
relatively small portion of total retail sales; further,
the export component of retail trade is only a small
portion of Missoula's economic base. Even in
Billings, the largest and most prosperous trade
center in the state, it is the export component of
wholesale trade, not retail trade, which has been
the important determinant of growth. In short, the
major impact of Southgate Mall will be providing
Missoulians with better shopping opportunities. To
the extent that it attracts nonresident shoppers or
entices residents to shop at home rather than in
Spokane or Seattle, it will add to the export
component of retail trade.
The University of Montana will remain one of the
cornerstones of Missoula's economy, but it is
unlikely to be a significant source of future growth.
The declining birth rates of the 1960s will result in
smaller high school graduating classes (1978 may
have been the peak year), and inevitably will affect
university enrollment. In addition, the Montana
Legislature is facing a tight budget, and liberal state
funding for the University of Montana is unlikely.
During the early 1970s, the federal government
contributed to the growth in Missoula's economic
base; federal workers were regularly given sizable
pay raises. Future increases may be modest as the
earnings of federal workers and the number of
federal employees are increasingly scrutinized by a
budget conscious Congress and the Carter Ad
ministration. Also, there is always the possibility
that Missoula may lose the regional office of the
U.S. Forest Service, resulting in the loss of 400 high
echelon, well-paying jobs.
Despite these uncertainties, we are optimistic
about the long-run future of Missoula. With the
exception of a few years in the late 1950s and early
1960s, when several large wood products plants
were built, Missoula's prosperity was never based
on increasing numbers of new export industries.
Instead, most of the past growth can be attributed
to the expansion of existing industries and the
rising earnings of export workers. Missoula is
emerging as a regional trade center, and this will be
The O u tlo o k For Montana's Cities/P aul E. Polzin
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a source of continued growth. With the exception
of the threatened Forest Service pullout, there are
no imminent catastrophies which could play havoc
with the economy. Even the University of Montana,
with all the publicity concerning declining
enrollments and faculty cutbacks, is likely to
maintain a stable rather than a negative influence
on the economy. Therefore, once the upcoming
recession is over (or if it does not materialize), we
foresee steady and moderate economic growth in
Missoula.
Billings: a growing commercial center

The outlook for Billings is rosy. The trade center
functions, which were mostly responsible for the
recent prosperity, will continue to provide a source
of stable (but unspectacular) growth. The energyrelated developments in eastern Montana and
northern Wyoming will continue to impact Billings.
Even though the coal boom is not li kely to be as big
as some people once thought, there will be some
new mines and other related projects. In addition,
there is also the possibility of increased oil and gas
exploration along Montana's eastern border,
which will also lead to increased activity for
merchants in Billings.
Secondly, in Montana and throughout the
western states, there is a consolidation of retail
trade away from the small town and toward the
regional trade centers. In other words, the people
in rural areas are doing a greater share of their
shopping in regional trade centers. This is bad news
for the businessman in Roundup or Hardin, but it
suggests further growth in the export component
of retail trade in Billings.
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Finally, the Billings market appears to have
exceeded the threshold, and wholesalers have
found it advantageous to open a local branch rather
than serving the area from Denver, Minneapolis, or
some other large city. In addition, a number of
locally owned businesses have opened and are
competing for the regional market with the
wholesalers located in large cities. This
phenomenon, which economists call import sub
stitution, is not limited to wholesale trade. There
are many new firms in Billings providing goods and
services which were formerly available only from
firms located in large cities. Some examples include
computer services, tax shelter advice, and
economic consulting firms.
There are two key energy-related projects that
could have a significant impact on Billings: the
proposed Northern Tier Pipeline, and Colstrip
electric generating units three and four. The oil
refineries in Billings are very dependent on
Canadian crude oil. Even though the supplies of
crude oil appear safe for the next year or so, the
Canadian policy is to eliminate all exports eventual
ly. The proposed Northern Tier Pipeline would
bring Alaskan or foreign crude oil from Puget
Sound, in Washington, to Minnesota, and in the
process, provide a source for the refineries in
Billings. If no replacement for the Canadian crude
oil is found, a recent study predicts one refinery will
close and the other two would operate at less than
capacity. (See “ The Economic Importance of
Montana Refineries and Projected Impacts of
Curtailments in Canadian Petroleum Imports," in
the autumn, 1976 issue of the Montana Business
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Quarterly.) Even though oil refining has not been
one of the dynamic components of the economic
base in Billings, any declines in this industry would
have a significant impact on the local economy.
The construction of Colstrip electric generating
plants three and four will have a sizable impact on
Billings. Even though the magnitude and the
duration of the impact will depend on the timing of
various portions of the project, the construction
phase will create at least 1,000 new jobs for three or
four years. The additional population and earnings
in the Colstrip area will directly and indirectly lead
to increased sales for merchants in Billings. The
long-run economic impact of these generating
plants will be modest; operational employment—
including the miners required to extract the coal—
will only be about 200 to 250 workers.
In summary, Billings should maintain its position
as the growth center of Montana. The increases in
the export components of wholesale and retail
trade along with the economic stimuli associated
with regional trade centers are likely to lead to
continued growth into the 1980s.
Great Falls: diversification of the economic base?

Last year we mentioned the new sense of optimism
and vitality in the business community of Great
Falls. The Economic Development Corporation was
getting started, and there was talk about downtown
redevelopment. It is very encouraging to see that

these plans are progressing and beginning to bear
fruit. The Great Falls Industrial Park now has twelve
buildings completed or under construction, and
over 44 percent of the debt associated with this
project has already been paid off. There is also a
revived interest in downtown; even though there
are a few roadblocks, it appears that construction
may begin during 1979 on the new downtown
parking structure.
These projects are being directed by reasonable
and level-headed people. Their expectations are
realistic and they do not promise instant prosperity.
Their goal is to remove roadblocks to development
and let things proceed at their own pace. We must
keep things in perspective, however. It would
require the addition of many new, large firms to
alter the dominating presence of Malmstrom Air
Force Base in the Great Falls economy. It would
require many new private sector jobs to counter
balance only a minor cutback at the Base. While the
change in attitudes is healthy and the programs are
certainly constructive, we are not optimistic that
they will generate sufficient new activity to change
the traditional structure of the city's economy.
Earlier we said that the missile renovations
provided a significant stimulus to the economy
during 1977. Most of these workers have already
departed. Judging by the comments of the real
estate people and financial leaders, the negative
impact was experienced during 1978. There are still
a few workers left, correcting certain problems.
They are scheduled to leave during 1979.
On the bright side, the Anaconda Company
recently announced that it is planning to invest
about $25 million for a continuous rod casting
facility. We do not know the number of construc
tion workers nor the increase in permanent
positions, but an investment of this magnitude
reflects the Anaconda Company's commitment to
Great Falls. Also, Maxine Johnson earlier pointed
out that agricultural conditions are likely to
improve and that farms and ranches may be the
growth industry of the 1980s. This will lead to
renewed prosperity in the rural portions of the
trade area, and increased sales for businessmen in
Great Falls.
In summary, the renewed interest and vitality will
not have an immediate impact on the economy of
Great Falls. If they continue, however, they will
have positive effects in the long run. In the short
run, the impact of missile renovation is over, and
we can look forward to expansion at the copper
refinery and the likelihood of improved
agricultural prosperity.
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Helena: a trend toward moderation

State government will continue to dominate the
economic base in Lewis and Clark County, and it
will be the major determinant of future economic
growth. There have been increasing concerns
about the costs of state government, and it is likely
that future employment increases will be more
modest than those in the past. Before concluding
that Helena's economy will come to a screeching
halt, we should keep in mind that a growing
economic base does not necessarily require everincreasing export employment. The same effect
may also be achieved by rising earnings per worker.
In fact, a sizable portion of the increased economic
importance of state government during the 1970s
may be attributed to higher pay rather than
expanding employment.
There are plans for a regional shopping center in
Helena. To the extent that these facilities attract
customers from outside the area, or entice Helena
residents to shop at home rather than in Great Falls,
Missoula, or another trade center, it will expand the
export component of retail trade and contribute to
the growth of the economic base in Lewis and Clark
County. But, as we mentioned earlier for Missoula,
the economic effects of a regional trade center
should be kept in perspective. Sales to non
residents would be only a small portion of total
retail sales, and they would represent only a tiny
M O N T A N A BUSINESS QUARTERLY/Spring 1979

component of the local economic base. In short, a
new shopping center will provide some stimulus to
the local economy, but it is unlikely to be a major
factor affecting long-run growth.
Looking at the other primary industries, we see
indications of continued moderate growth. The
federal government employs many highly-skilled
professionals, primarily at the VA Hospital at Fort
Harrison; even though federal pay increases are
not likely to be as generous as they once were,
salaries should keep pace with the earnings in the
private sector. Earnings per worker in the manufac
turing industries rose significantly during the 1970s,
probably reflecting increased labor productivity
associated with capital investments and other
improvements, and we look for these trends to
continue. Finally, we come to the transportation
and communication category; both the railroad
workers and the high-echelon managers and
technicians at the state headquarters of Mountain
Bell experienced significant increases in earnings
during the early 1970s, and these positions are likely
to continue to be well paid in the future.
In summary, economic growth will continue in
Lewis and Clark County, but probably not at the
rate experienced during the early 1970s. The rapid
increases in state government will not be repeated.
But, there is likely to be orderly expansion
throughout Helena's economic base.
□
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THE D. J. HENNESSEY MERCANTILE COMPANY
AND DEPARTMENT STORE POLITICS
Dale Johnson
T h e name “ HennesseyVf and the department
and started his own Butte department store, D. J.
store business have long been associated with one
Hennessey and Company. In the summer of 1889 he
another in Montana. It has been many years since
incorporated the business as the “ D. J. Hennessey
the Butte store was run by the Hennessey family,
Mercantile Company," and became a close
and today it and its newer branches are related only
business associate of copper magnate Marcus Daly
by name to the original. That store, founded by D. J.
of the powerful Anaconda Company.
Hennessey in 1886, had a history as colorful as the
Andrew Hammond and E. L. Bonner of Missoula
era which produced it. One little-known part of
were the major stockholders of the Missoula
that history concerns Hennessey's early establish
Mercantile, the E. L. Bonner and Company store in
ment of a branch store in Missoula.
Deer Lodge, and the M. J. Connell Company. They
D. J. Hennessey, a native of Fredericton, New
had been close friends, and, at times, business
Brunswick, Canada, arrived in Helena in the spring
associates of Marcus Daly. They had, along with
of 1879. A month later he moved to Butte, where he
Daly, supported the Republican candidate, T. H.
found employment with M. J. Connell and
Carter, in the 1888 campaign for the seat as
Company, which was a sister store of the Missoula
Montana's territorial delegate to the U. S. Con
Mercantile Company. In 1886 he left M. J. Connell
gress. These men had all been Democrats, but they
46

The D. J. Hennessey store in Missoula, 1893-95. Preceeding page, the Missoula
store, 1889-1893. Photos courtesy U of M Archives.
associates were not deterred from their promotion
threw their support to Carter to ensure the defeat
of Republican candidates. On election day, Oc
of the Democratic candidate, rival copper magnate
tober 1, 1889, the Republicans carried Missoula
William Andrews Clark. Clark was defeated by a
County. Daly, angered over this open defiance of
margin of over 5,000 votes, and the ensuing
his wishes, increased his economic pressure on the
bitterness between Clark and Daly dominated
Bonner-Hammond enterprises.
Montana politics until Daly's death in 1900.
In autumn, 1889, Marcus Daly rejoined the
Despite Daly's backing, Hennessey's Missoula
store could not compete with the Missoula
Democratic fold, but Hammond and his associates
continued their affiliation with the Republicans.
Mercantile. By the early 1890s, Montana's economy
Daly threatened his former business partners with
had declined due to falling silver prices. This,
economic ruin. At stake was the election of 1889,
coupled with the competition of the larger and well
and Daly expected Hammond and Bonner to
established Mercantile, limited Hennessey's
support Democratic candidates.
success. In the December 6, 1895 edition of
To emphasize the seriousness of his threat, Daly
Missoula's Montana Silverite, Hennessey an
made it known that he would support a new
nounced the store's closure.
Missoula store which might rival the Mercantile. He
Hennessey's Missoula undertaking lasted five
urged D. J. Hennessey to visit Missoula and
years. This episode remains little known because it
consider opening a branch of his department store.
is overshadowed by the more serious political
Hennessey went to Missoula, purchased the
machinations of that era. And perhaps this is
merchandise and building of the Murphy-Worden
rightfully so, since this experiment in department
Mercantile at the corner of Higgins and Main, and
store politics is one of the few setbacks suffered by
opened his store for business on September 11,
one of Montana's retailing pioneers.
□
1889.
Dale Johnson is Archivist, University of Montana Library,
Daly's plan was ineffective. Hammond and his
Missoula.
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